
 
 
 
 
 

 
M E M O R A N D U M 
 
To: George Valverde 

Deputy Secretary 
State and Consumer Services Agency 

September 19, 2002

  
From: Gerald H. Goldberg 
  
Subject: 20 Percent Budget Reductions for FY 2003/04 

 
Attached for your review and approval are the department’s proposals to achieve a 
20 percent budget reduction for FY 2003/04.  This information was developed in 
response to Budget Letter 02-21.  We are also providing a listing of the proposals 
that could be implemented in the current year and the associated savings. 
 
FTB’s approved budget for FY 2002/03 is $447 million ($401 million General 
Fund).  After adjusting for one-time costs, a twenty percent reduction to our 
ongoing General Fund budget is equal to $76 million.  To identify savings of this 
magnitude, we looked comprehensively at all functions and programs administered 
by the department rather than focus on specific budget allotments.  Following this 
approach, and based on the policy guidelines in BL 02-21, we have identified 
budget reduction proposals that fall into four general categories: 
 
•  Program and Administrative Changes ($8.3 million).  The proposals in this 

category involve significant changes in Tax Programs, including:  suspension of 
the child and dependent care tax credit, acceleration of mandatory e-file for tax 
practitioners, and significant reductions in tax forms distribution.   

 
•  Reduction in Discretionary Revenue Producing Activities ($56.9 million).  

The list includes reductions in FTB’s audit, collections, filing enforcement, and 
non-resident withholding processing.  The department is well aware of the 
adverse impacts on revenue which potentially could be over $950 million.  
These compliance programs represent the majority of the department’s 
“discretionary functions” when compared to the more core business activities of 
return processing, cashiering, and taxpayer service areas.  Although these 
proposals negatively impact revenue, they had to be considered in order to 
achieve the total savings target of this budget exercise.  

 
•  Elimination of Non-Revenue Programs ($7.8 million).  This includes 

elimination of FTB’s administration of the Homeowners and Renters Assistance 
Program and Political Reform Audit Program.  While these are long-standing 
programs administered by the FTB, they are outside of the department’s core 
revenue functions and, therefore, are included on our listing in accordance with 
the guidelines of BL 02-21.    
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•  Customer Service Programs ($3.3 million).  The reductions listed in this 

category directly impact our taxpayer service programs and policy-related 
services that we provide to the Legislature and Administration.  We have 
included a 20 percent reduction in “Education and Assistance Activities,” which 
covers our statewide call center, district office counter assistance, 
correspondence, and related activities within FTB.  The placement of these 
items at the bottom of the list reflects the importance the department assigns to 
customer service and is consistent with the direction of the FTB itself.  The 
department already faces a FY 2002/03 budget reduction of $1.2 million and 26 
PYs in the area of customer service.  Any further reductions would have 
significant adverse impacts on this mission-critical function, which ultimately 
increases costs in other areas and impacts tax compliance. 

 
For the current year, we have been directed by the Department of Finance to 
develop proposals that result in a five percent budget reduction.  The target 
amount for FTB is $19 million.  To realize these savings, FTB would have to forego 
filling the new revenue-producing positions that were established this fiscal year.  
The specific budget augmentations and associated revenue are detailed in 
Attachment II.  This is the only feasible option that avoids layoffs, which cannot be 
accomplished in a timely manner. 
 
Please also be aware that FTB is required to implement new legislation to increase 
revenues – residential real estate withholding and suspension of the teachers tax 
credit -- but no funding was appropriated to cover the additional workload.  We are 
preparing a deficiency request and are hopeful the necessary funding will be 
provided.  Otherwise, the additional costs may require a redirection of funding from 
audits and collections, which puts at risk our capacity to maintain the baseline as 
well as produce the new revenue included in the budget.   
 
If you concur with our proposal, please sign the attached worksheets and 
forward this information to the Department of Finance.  Please be aware that 
the proposals would require approval by the Board itself.  If you have any 
questions, please contact Titus S. Toyama, FTB Chief Financial Officer, at 845-
4106. 
 
 
 
Executive Officer 
 
Attachments 
 
cc: FTB Board Members 
 Connie Squires, Department of Finance   
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